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For a representative sample of manufacturing firms in 26 countries, this paper shows that changes in the cost of importing over time are significantly and negatively correlated with changes in the percentage of firms' material inputs that are of foreign origin. Furthermore, the paper shows that there may be a nonlinear relationship between import costs and imports. These findings are important, as recent studies point toward a significant positive effect of imported inputs on productivity and growth. It is hoped that the present paper inspires more work on the determinants of the use of imported inputs, especially in developing countries.
Introduction
Recent evidence suggests that the use of imported or foreign intermediate inputs contributes positively to the growth and development of economies (Amiti and Konings, 2007; Bernard et al., 2007; Seker, 2012 Bank's Doing Business project. This is a first step towards understanding the connection between foreign inputs usage and trade policy design. We note that our estimation method involves regressing changes over time in import costs and foreign inputs (figure 1) and therefore it is less likely to suffer from endogeneity problems that plague pure cross-country regressions.
Our results reveal a statistically significant and economically large negative relationship between import costs and foreign inputs. For example, in Rwanda, which witnessed the largest increase in import costs from $4000 to $4990 between 2006 and 2011 in our sample, estimates suggest that the associated decline in foreign inputs equaled a large 15.8 percentage points (from 52 to 36.2 percent). We also find that the relationship between import costs and foreign inputs is non-linear, being much stronger (more negative) at relatively lower values of import costs.
Hence, even countries with relatively low import costs could benefit substantially via increased use of foreign inputs from further reductions in the import costs.
1 For a literature review, see for example Wagner (2012).
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The contributions of this study are twofold. First, we establish the relationship between imports costs and the use of foreign inputs and estimate its size. Second, we use cross-country comparable firm level data sets based on common sampling methodology. We hope that the results of the paper will aid policy makers in boosting foreign inputs usage and thereby growth.
Data and main variables
Our main data source is a stratified random sample of about 14,000 manufacturing firms across a Our main explanatory variable is a measure of cost to import provided by Doing Business, World Bank. The variable is defined at the country level and captures costs (in USD and for a standardized container) associated with all procedures required to import goods, including documents, administrative fees for customs clearance and technical control, customs broker fees, terminal handling charges and inland transport (Import Cost). The mean value of Import Cost is 1,733 and the standard deviation is 1,000. As figure 1 shows, there is substantial variation over time in Imports and Import Cost to allow for proper estimation.
We address possible omitted variable bias by controlling for a number of variables. First, we control for all time-invariant country specific factors using country dummies (country fixed effects) and time specific global factors using a dummy variable that equals 1 for the latest round 
Results
Baseline results are presented in Table 1 . Column 1 provides a parsimonious OLS estimation of the relationship between imports and the costs to import with country fixed effects and the time Income and firm-size show a positive and significant relationship with imports. This is not surprising as more developed economies and larger firms tend to be more involved in international trade. Table 2 repeats the Table 1 estimations by including a quadratic term for the import cost variable. We find a significant non-linear (convex) relationship between Import Cost and Imports implying that while the relationship between the Imports and Import Cost is always negative in our sample, it is much more negative at lower values of Import Cost. For example, a unit increase in import cost reduces the share of imported inputs by 0.037 percentage points at the highest value of import cost in our sample and by 0.025 percentage points at the lowest value of import cost. This non-linear relationship may be because when the import cost is high, firms import proportionately more essential inputs that cannot be squeezed with rising import costs.
Another possibility is that the fixed costs of increasing imports imply a substantial reduction in the cost of importing before imports can increase. Either way, accounting for the stated nonlinearity is important for a proper identification of the relationship between foreign inputs and import costs. 
Conclusion
Recent evidence on the importance of imported inputs for productivity and growth of firms begets an important question for policy makers -what policy measures, if any, can help firms to better access foreign inputs? Using a sample of manufacturing firms across 26 developing countries, we find that the costs to import appears to have a strong negative effect on the percentage of firm's inputs that are of foreign origin and this is particularly strong at relatively low levels of import costs. Hence, policies that lower the cost of importing are likely to boost the use of foreign inputs and therefore growth.
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Figure 1
The negative relationship shown is statistically significant at less than the 5 percent level. All regressions control for country fixed effects and include a constant term (not shown). p-values in brackets. Significance level is denoted by *** (1%), ** (5%) and * (10%). Huber-White robust standard errors clustered on country-year are used. The estimation method used in OLS. The regressions are based on a sample of 26 countries in columns (1) to (5) . In column (6), two countries are excluded due to missing data on Tariff rate and the Trade Freedom index. Significance level is denoted by *** (1%), ** (5%) and * (10%). Footnote under table 1 applies here as well.
